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Accounting Policies to the Annual Financial Statements 


1.3 Financial instruments (continued) 

Financial assets 

A financial asset is any asset that is a cash or contractual right to receive cash. The municipality has the following types of financial assets as reflected 
on the face of the Statement of Financial Position or in the notes thereto: 

- Investments in fixed deposits 

- Non - current receivables 

- Consumer debtors 

- Other debtors 

- Short-term investment deposits 

- Cash and cash equivalents 


In accordance with IAS 39.09 the financial assets of the municipality are classified as follows into the two categories allowed by this standard: 


Type of Financial Asset 

Classification in terms of IAS 39.09 

Investment in fixed deposits 

Held to maturity 

Non - current receivables 

Loans and receivables 

Consumer debtors 

Loans and receivables 

Other debtors 

Loans and receivables 

Short-term investment deposits 

Held to maturity 

Cash and cash equivalents 

Loans and receivables 


Financial liabilities 

A financial liability is a contractual obligation to deliver cash or another financial asset to another entity. The municipality has the following types of 
financial liabilities as reflected on the face of the Statement of Financial Position or in the notes thereto: 

- Non - current liabilities 

- Creditors 

- Bank overdraft 

- Current portion of non - current liabilities 

- Consumer deposits 


There are two main categories of Financial Liabilities, the classification bases on how they are measured. Financial liabilities may be measured at: 

- Fair value through profit or loss; or 

- Not at fair value through profit or loss (other financial liabilities) 

Financial liabilities that are measured at fair value through profit or loss are financial liabilities that are essentially held for trading (i.e purchased with the 
intention to sell or repurchase in the short term; is recent actual evidence of short-term profiteering or are derivatives). 

Any other financial liabilities should be classified as financial liabilities that are not measured at fair value through profit or loss. 

In accordance with IAS 39.09 the Financial Liabilities of the municipality are all classified as financial liabilities that are not measured at fair value 
through profit or loss or other financial liabilities carried at amortised cost. 


Initial and subsequent measurement; 
liabilities 

stated at their nominal value. 


Financial 

Financial liabilities are 
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1.3 Financial instruments (continued) 

Initial measurement 

Financial assets are measured at cost. 

The requirement of IAS 39.43, AG 64, AG 65, AG 79 and SAIGA Circular 9 that financial instruments should initially be measured at fair value has been 
exempted in terms of Government Gazette 30013 of 29 June 2007. 

Subsequent measurement: 


Financial assets: 

a) Held to maturity investments - 

Are measured at amortised cost less any impairment losses recognised to reflect irrecoverable amounts. 

b) Loans and receivables, which include trade receivables are measured at amortised cost less impairment losses, which are recognised in 
the Statement of Financial Performance. 


Impairment of financial assets 

For the current year, the municipality did not perform impairment testing on its financial assets as required by GAMAP 17 and IAS 39, as these 
requirements have been exempted in terms of Government Gazette 30013 of 29 June 2007. 

Consumer debtors: 

Consumer debtors are stated at cost less a provision for doubtful debts. The provision is made for all debtors that are older than 90 days as all debtors 
are regarded as having similar credit risk. 

1.4 Leases 

A finance lease is a lease that transfers substantially all the risks and rewards incidental to ownership of an asset. Title may or may not eventually be 
transferred. Leases are classified as finance or operating leases at the inception of the lease. 

Operating leases - lessee 

Rental payable under operating leases are recognised on the straight-line basis over the term of the relevant lease. 

Operating lease rentals have not been recognised on the straight-line basis over the term of the relevant lease as required by IAS 17 as these 
requirements have been exempted in terms of Government Gazette 30013 of 29 June 2007. 

1.5 Inventories 

Consumable stores, raw materials, work in progress, unused water and finished goods are stated at the lower of cost and net realisable value. Cost 
includes all costs of purchase, costs of conversion and other costs incurred in bringing the inventories to their present location and condition. 

In general, the basis of determining cost is the first-in, first-out method. 


If inventories are to be distributed at no charge or for a nominal charge, inventories are valued at the lower of cost and current replacement cost. The 
cost is deemed to be equal to the fair value of the item on the date acquired. 

Water and purified efficient are valued at purified cost insofar as it's stored and controlled in reservoirs at year-end. 

Unsold properties are valued at the lower of cost and net realisable value on a weighted average cost basis. Direct costs are accumulated for each 
separately identifiable development. Costs also include a proportion of overhead costs. 

Redundant and slow-moving inventories are identified and written down from cost to net realisable value with regard to their estimated economic or 
realisable values. 
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1 .6 Contingent assets and contingent liabilities 

A contingent asset is a possible asset that arises from past events and whose existence will be confirmed only by the occurrence or nonoccurrence of 
one or more uncertain future events not wholly within the control of the municipality. Contingent assets are not recognised as assets. 

A contingent liability is a possible obligation that arises from past events and whose existence will be confirmed only by the occurrence or 
nonoccurrence of one or more uncertain future events not wholly within the control of the municipality, or a present obligation that arises from past 
events but is not recognised because it is not probable that an outflow of resources embodying economic benefits will be required to settle the obligation 
or the amount of the obligation cannot be measured with sufficient reliability. Contingent liabilities are not recognised as liabilities. 

1.7 Related parties 

The municipality operates in an economic environment currently dominated by entities directly or indirectly owned by the South African government. All 
municipalities and municipal entities, with whom the municipality has transacted with, are regarded as related parties in accordance with Circular 4 of 
2005: Guidance on the term "state controlled entities" in context of IAS 24 (AC 126) - Related Parties, issued by the South African Institute of Chartered 
Accountants. Other related party transactions are also disclosed in terms of the requirements of the accounting standard. 

1.8 Post-employment benefits 
Short-term employee benefits 

The cost of short-term employee benefits, (those payable within 12 months after the service is rendered, such as paid vacation leave and sick leave, 
bonuses, and non-monetary benefits such as medical care), are recognised in the period in which the service is rendered and are not discounted. 

The expected cost of compensated absences is recognised as an expense as the employees render services that increase their entitlement or, in the 
case of non-accumulating absences, when the absence occurs. 

The expected cost of profit sharing and bonus payments is recognised as an expense when there is a legal or constructive obligation to make such 
payments as a result of past performance. 

Defined contribution plans 

Defined contribution plans are benefit plans under which an entity pays fixed contributions into a separate entity (a fund) and will have no legal 
or constructive obligation to pay further contributions if the fund does not hold sufficient assets to pay all employee benefits relating to employee 
service in the current and prior periods. Obligations for contributions to defined contribution plans are recognised as an expense in the income 
statement as incurred. 

Post-employment medical care 

Post - employment medical care benefits are provided by the municipality to its employees and their legitimate spouses. The entitlement to post- 
retirement medical benefits is based on employees remaining in service up to retirement age and the completion of a minimum service period. 

The amount recognised in the Statement of Financial Position represents the present value of the defined contribution obligation. The amount is 
discounted by using the market related interest rate at the reporting date. 

1.9 Provisions 

A provision is a liability of uncertain timing or amount. Provisions are recognised when the Municipality has a present or constructive obligation as a 
result of past events, it is probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable 
estimate of the provision can be made. Provisions are reviewed at reporting date and adjusted to reflect the current best estimate. 

1 .1 0 Conditional grants and receipts 

Revenue received from conditional grants, donations and funding are recognised as revenue to the extent that the municipality has complied 
with any of the criteria, conditions or obligations embodied in the agreement. To the extent that the criteria, conditions or obligations have not 
been met a liability is recognised. 
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1.11 Revenue 

Revenue shall be measured at the fair value of the consideration received or receivable. No settlement discount is applicable. 

Revenue for the current year was initially recognised at cost in terms of Government Gazette 30013 of 29 June 2007. 

Revenue from exchange transactions 
Service charges 

Service charges relating to electricity and water are based on consumption. Meters are read on a monthly basis and are recognised as 
revenue when invoiced. Provisional estimates of consumption are made monthly when meter readings have not been performed. 

The provisional estimates of consumption are recognised as revenue when invoiced. 

Service charges relating to refuse removal are recognised on a monthly basis in arrears by applying the approved tariff to each property 
that has improvements. Tariffs are determined per category, regardless of whether or not all containers are emptied during the month. 

Service charges from sewerage and sanitation are based on the type of service and the number of sewer connections on all developed 
property, using the tariffs approved by Council and are levied monthly. 

In circumstances where services cannot readily be measured and quantified, a flat rate service charge is levied monthly on such properties. 

Pre-paid electricity 

Revenue from the sale of electricity pre-paid meter cards are recognised at the point of sale. 

Interest earned 

Interest are recognised on a time proportion basis. 

Tariff charges 

Revenue arising from the application of the approved tariff of charges is recognised when the relevant service is rendered by applying the 
relevant gazetted tariff. This includes the issuing of licenses and permits. 

Income from agency services 

Income from agency services is recognised on a monthly basis once the income collected on behalf of agents has been quantified. The 
income recognised is in terms of the agency agreement. 

Sale of goods 

Revenue from the sale of goods shall be recognised when all the following conditions have been satisfied: 

• the municipality has transferred to the purchaser the significant risks and rewards of ownership of goods; 

• it is probable that the economic benefits or service potential associated with the transaction will flow to the municipality; 

• the municipality retains neither continuing managerial involvement to the degree associated with ownership nor effective control over the goods 
sold; 

• the amount of revenue can be measured reliably; and 

• the cost incurred or to be incurred in respect of the transaction can be measured reliably. 
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